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KPMG LLP

55 Second Street

San Francisco CA 94105

Independent Auditors Report

The Board of Directors

SVB Securities

We have audited the accompanying statement of financial condition of SVB Securities the Company

wholly owned subsidiary of Silicon Valley Bank as of December 31 2008 and the related statements

of income changes in shareholders equity and cash flows for the year then ended that you are filing

pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 These financial statements are the

responsibility of the Companys management Our responsibility is to express an opinion on these financial

statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the fmancial statements are free of material misstatement An audit includes consideration of

internal control over financial reporting as basis for designing audit procedures that are appropriate in the

circumstances but not for the purpose of expressing an opinion on the effectiveness of the Companys
internal control over financial reporting Accordingly we express no such opinion An audit includes

examining on test basis evidence supporting the amounts and disclosures in the financial statements

assessing the accounting principles used and significant estimates made by management as well as

evaluating the overall financial statement presentation We believe that our audit provides reasonable

basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of the Company as of December 31 2008 and the results of its operations and its cash

flows for the year then ended in conformity with U.S generally accepted accounting principles

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as

whole The infonnation contained in Schedule is presented for purposes of additional analysis and is not

required part of the basic fmancial statements but is supplementary information required by Rule 7a-5

under the Securities Exchange Act of 1934 Such information has been subjected to the auditing procedures

applied in the audit of the basic financial statements and in our opinion is fairly stated in all material

respects in relation to the basic financial statements taken as whole

LCP

San Francisco California

February 23 2009

KPMG LLP US limited liability partnership is the U.S

member firm ofKPMG International Swiss cooperative



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Statement of Financial Condition

December 31 2008

Assets

Cash and cash equivalents 29050478
Accounts receivable 1182140
Receivable from affiliate 309783

Premises and equipment net of accumulated depreciation and amortization of 470369 227981

Deferred tax assets net 403461
Other assets 241179

Total assets 31415022

Liabilities and Shareholders Equity

Liabilities

Accrued compensation and benefits 100466

Payable to affiliate 1556166
Accounts payable and other liabilities 294383

Total liabilities 1951015

Shareholders equity

Common stock no par value 100000 shares authorized 100 shares issued and

outstanding

Additional paid-in capital 2190112
Retained earnings 27273895

Total shareholders equity 29464007

Total liabilities and shareholders equity 31415022

See accompanying notes to financial statements



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Statement of Income

Year ended December 31 2008

Revenues

Client investment fees 15253120

Interest income 483844

Total revenues 15736964

Expenses

Compensation and benefits 2336030
Data processing 518840

Premises and equipment 398510

Professional services 340279
Licenses and fees 164766
Business development and travel 103181

Other expenses 110422

Total expenses 3972028

Income before income taxes 11764936

Income taxes 4832857

Net income 6932079

See accompanying notes to financial statements



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Statement of Changes in Shareholders Equity

Year ended December 31 2008

Common stock Additional Retained
Shares Amount paid-in capital earnings Total

Balances as of December 31 2007 100 2022299 20341816 22364115

Capital contribution related to share-based

and other non-cash compensation net

of income tax benefit 167813 167813

Net income
6932079 6932079

Balances as of December 31 2008 100 2190112 27273895 29464007

See accompanying notes to financial statements



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Statement of Cash Flows

Year ended December 31 2008

Cash flows from operating activities

Net income 6932079
Adjustments to reconcile net income to net cash provided by operating activities

Depreciation and amortization of premises and equipment 20921
Tax benefit of share-based compensation and other 47778
Share-based and other non-cash compensation expense 87921

Changes in operating assets and liabilities

Decrease in accounts receivable 120843
Increase in receivable from affiliate 93862
Decrease in deferred tax assets net 21494
Increase in other assets 2458
Decrease in accrued compensation and benefits 472028
Increase in payable to affiliate 1305804
Increase in accounts payable and other liabilities 233270

Net cash provided by operating activities 8201762

Cash flows from investing activity

Purchase of equipment 205379

Net cash used for investing activities 205379

Cash flows from financing activity

Tax benefit of share-based compensation 33493
Distributions to Parent for share-based tax withholding 1379

Net cash provided by financing activities 32114

Net increase in cash and cash equivalents 8028497

Cash and cash equivalents beginning of year 21021981

Cash and cash equivalents end of year 29050478

Supplemental disclosure

Share-based and other non-cash compensation expense net of income tax benefit

and other 167813

Income taxes paid to affiliate net 3422709

See accompanying notes to financial statements



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

Organization and Summary of Significant Accounting Policies

SVB Securities the Company is wholly owned subsidiary of Silicon Valley Bank the Bank which is

wholly owned subsidiary of SVB Financial Group the Parent The Company is incorporated in the state

of California The Companys business includes distribution of investment products and services which

involves introducing mutual funds and fixed income securities on an agency or riskless principal basis The

Company does not hold customer accounts

The Company is registered as U.S broker-dealer in securities under the Securities Exchange Act of 1934

the Act and is subject to the regulations pertaining to the Act The Company member of the Financial

Industry Regulatory Authority is licensed in all 50 states and the District of Columbia

For the year ended December 31 2008 the Company earned 56% of its revenue from clients located in the

Western United States principally California and 27% from clients in the Eastern United States

Use ofEstimates and Assumptions

The preparation of financial statements in conformity with generally accepted accounting principles

in the United States of America GAAP requires management to make estimates and assumptions

that affect the reported amounts of assets and liabilities the disclosure of contingent assets and

liabilities at the date of the financial statements and the reported amounts of revenues and expenses

during the reporting period The net deferred taxes represent significant estimate Actual results

could differ from these estimates

Basis ofAccounting

The Company prepares its financial statements in conformity with GAAP

Revenue Recognition

Client investment fees include fees earned pursuant to Rule 12b-I and from customer transactional

based fees Rule 12b-i fees are earned and recognized over the period client funds are invested

Transactional based fees are earned and recognized on fixed income and equity securities when the

transaction is executed on the clients behalf

The Company also recognizes interest income on its interest bearing cash equivalents as it is earned

Cash and Cash Equivalents

Cash and cash equivalents consist of cash balances due from banks and securities purchased under

agreements to resell We consider cash equivalents to be investments that are readily convertible to

known amounts of cash so near to their maturity that they present an insignificant risk of change in

fair value due to changes in market interest rates and purchased in conjunction with our cash

management activities As of December 31 2008 cash equivalents amounted to $26620000

Securities purchased under agreement to resell are collateralized investment transactions that are

recorded at their contractual amounts plus accrued interest The Company has secured interest in the

collateral with market value equal to or in excess of the principal amount loaned and accrued

interest under resale agreements

Continued



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are recorded at the invoiced amount and do not bear interest The allowance for

doubtful accounts is the Companys best estimate of the amount of probable credit losses in the

Companys existing accounts receivable The Company reviews the allowance for doubtful accounts

quarterly Each receivable over ninety days is individually reviewed for collectibility Account

balances are charged off against the allowance after all means of collection have been exhausted and

the potential for recovery is considered remote The Company has not charged-off any receivables in

2008 and there is no balance in the allowance for doubtful accounts as of December 31 2008 The

Company had receivable of $170773 from its clearing broker Ridge Clearing and Outsourcmg
Solutions as of December 31 2008

Premises and Equipment

Premises and equipment are reported at cost less accumulated depreciation and amortization

Depreciation and amortization are computed using the straight-line method over the estimated useful

lives of the assets or the terms of the related leases whichever is shorter The maximum estimated

useful lives by asset classification are as follows

Leasehold improvements Lesser of lease term or asset life

Computer software 3-5 years

Computer hardware years

Furniture and equipment years

For property and equipment that is retired or otherwise disposed of the cost and related accumulated

depreciation are removed from the accounts and the resulting gain or loss is included in other

expenses in the statement of income

Fair Value of Financial Instruments

The canying value of the Companys financial instruments approximates fair value due to the

short-term nature of the instruments

Income Taxes

The Companys results are included in the consolidated federal income tax return and the combined

California franchise tax return of the Parent and subsidiaries The Company records income taxes as

if the Company were to file separate stand alone tax return for federal and state income tax

purposes However the Company is subject to tax-sharing agreement that requires the Company to

pay the greater of the standalone federal and state tax liability or its proportionate share of its

consolidated federal and combined state tax liability Any difference resulting from the calculation of

the standalone liability versus the proportionate share of the consolidated or combined liability will

be settled as contribution from or distribution to the Parent The tax-sharing agreement provides for

settlement of the tax liability accounts through the use of intercompany accounts Amounts for the

current year are based upon estimates and assumptions as of December 31 2008 and could vary from

amounts shown on the tax returns when filed

Continued



SVB SECURITIES

Whoiiy Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

Income taxes are accounted for under the asset and liability method Deferred tax assets and

liabilities are recognized for the future tax consequences attributable to differences between the

financial statement carrying amounts of existing assets and liabilities and their respective tax bases

and operating loss and tax credit carryforwards Federal and state income tax provisions are based

upon taxes payable for the current year as well as current year changes in deferred taxes related to

temporary differences between the tax basis and financial statement balances of assets and liabilities

Deferred tax assets and liabilities are included in the financial statements at currently enacted income

tax rates applicable to the period in which the deferred tax assets and liabilities are expected to be

realized As changes in tax laws or rates are enacted deferred tax assets and liabilities are adjusted

through the provision for income taxes valuation allowance is established when management
considers that it is more likely than not that deferred tax assets are not realizable

Share-Based Compensation

The Companys employees participate in share-based employee compensation plans sponsored by

the Parent which are described more fully in note Share-Based Compensation

Effective January 2006 the Company adopted Statement of Financial Accounting Standards

SFAS No 123 revised 2004 Share-Based Payment SFAS 123R using the modified

prospective transition method Under SFAS 123R share-based awards that were granted prior to

January 2006 are being expensed over the remaining portion of their vesting period under the

same amortization method and for stock options using the same fair value measurements which

were used in calculating pro forma share-based compensation expense under SFAS No 123

Accounting for Stock-Based Compensation Under SFAS 123R the fair value of stock options are

being measured using the Black-Scholes option-pricing model while the fair value for restricted

stock awards and restricted stock units are based on the quoted price of the Parents common stock

on the date of grant For all share-based awards granted on or after January 2006 share-based

compensation expense is being amortized on straight-line basis over the requisite service period

Securities Purchased under Agreements to Resell

At December 31 2008 securities purchased under agreements to resell were collateralized by AaaJAAA

rated residential mortgage backed securities Securities purchased under agreements to resell averaged

$6590000 in 2008 The maximum amount outstanding at any month-end during 2008 was $26620000
The aggregate collateral fair value of securities purchased under agreements to resell as of December 31
2008 was $29833027

Continued



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

Premises and Equipment

Premises and equipment consist of the following as of December 31 2008

Computer software 547422

Computer hardware 128404
Leasehold improvements 20285
Furniture and equipment 2239

698350

Accumulated depreciation and amortization 470369

Premises and equipment net of accumulated depreciation

and amortization 227981

Depreciation and amortization expense was $20921 for the year ended December 31 2008

Income Taxes

On January 2007 the Company adopted the provisions of Financial Accounting Standards Board

FASB Interpretation No 48 Accounting for Uncertainty in Income Taxes an interpretation of FASB

Statement No 109 Accounting for Income Taxes FIN 48 FIN 48 clarifies the accounting for uncertainty

in income taxes recognized in the entitys financial statements in accordance with SFAS 109

There was no unrecognized tax benefit at January 2008 We recognize interest and penalties related to

unrecognized tax benefits as component of operating expenses There was no interest and penalties

related to unrecognized tax benefits at January 2008

At December 31 2008 we have no unrecognized tax benefits and no accrued interest and penalties related

to unrecognized tax benefits

Total income tax expense attributable to income before income taxes for the year ended December 31

2008 consists of

Current

Federal 3773121
State 1038242

4811363

Deferred

Federal 17256

State 4238

21494

Total income tax expense 4832857

Continued



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

Income tax expense attributable to income before income taxes differed from amounts computed by

applying the U.S federal income tax rate of 35% to income before income taxes as follows

Computed expected federal income tax expense 4117728
Increase resulting from

State tax net of federal income tax expense 677612
Other 37517

Total income tax expense 4832857

The deferred tax assets net as of December 31 2008 consist of the following

Deferred tax assets

Accrued compensation 17917
Share-based compensation 30084
State income taxes 357402

Deferred tax assets 405403

Less valuation allowance

Deferred tax asset net of valuation allowance 405403

Deferred tax liabilities

Premises and equipment depreciation 1942
Deferred tax liabilities 1942
Net deferred tax assets 403461

The Company believes valuation allowance is not needed to reduce the deferred tax assets as it is more

likely than not that the deferred tax assets will be realized through recovery of taxes previously paid and/or

future taxable income of the Companys affiliated group Accordingly no valuation allowance has been

established as of December 31 2008

Related Party Transactions

The Company is
party to an expense sharing agreement with affiliates in the Parents consolidated group

The agreement requires that certain direct and indirect expenses be allocated to and from the Company and

net settled on monthly basis Direct expenses consist of salary costs based on percentage of Bank

employee time dedicated to Company activities and rent expenses based on number of employees Indirect

expenses include an overhead burden based on an overhead rate and the direct expense allocation of salary

costs

The Company reimbursed the Bank $2072283 for expenses paid by the Bank on the Companys behalf

for the year ended December 31 2008 These expenses were included in the statement of income and were

combination of direct costs and indirect costs Direct costs consisted of salary costs of $874844 included

in compensation and benefits and rent expense of $103884 included in the premises and equipment line

10 Continued



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

item Indirect costs included other compensation and benefits of $646335 premises and equipment of

$296222 and other expenses of $150998 As of December 31 2008 $10261 was due to the Bank by the

Company related to these expenses and $44414 was due to the Bank by the Company related to other

expenses and reimbursements

The Bank reimbursed the Company $295540 for expenses paid by the Company on the Banks behalf for

the year ended December 31 2008 These expenses were combination of direct costs for compensation

and benefits of $131351 and indirect costs of $164189 based on percentage of Company employee time

dedicated to Bank activities The reimbursement amounts were recorded as offsets to the line item these

items were recorded in in the statement of income

At December 31 2008 the Company had payables to the Parent of $1501491 related to taxes payable

see note 1h In addition the receivables from affiliates of $309783 were primarily related to cost

allocations

The Company maintains noninterest-bearing cash accounts with the Bank The aggregate balance in these

accounts was $2430478 as of December 31 2008

The Company also maintains securities purchased under agreements to resell with the Bank The balance

was $26620000 as of December 31 2008

Employee Compensation and Benefit Plans

Employees of the Company are eligible to participate in the following plans sponsored by the Parent

Incentive Compensation Plan

Retention Program

SVB Financial Group 40 1k and Employee Stock Ownership Plan

Employee Home Ownership Plan

Incentive Compensation Plan

Incentive Compensation Plan ICP is an annual bonus program paid during the first quarter of the

year based on the prior years Parent consolidated fmancial results The ICP is funded based on the

Parent Companys performance in relation to pre-determined financial goals and initiatives Awards

are distributed based on managements assessment of individual employee performance The

Company recognized an ICP expense of $105396 in the statement of income as part of

compensation and benefits expense for the year ended December 31 2008 and it is expected to be

paid to the employees in the first quarter of 2009

Retention Program

The Retention Program RP is long-term incentive plan that allows senior management to share

directly in the Parents investment success Plan participants are granted an interest in the

distributions made on certain designated investments made by the Parent and its subsidiaries as well

11 Continued



SVB SECURITIES

Wholiy Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

as certain fees received by the Parent and its subsidiaries during the applicable year Management
determines individual allocations in the RP based on individual performance the individuals role

and the total number of plan participants The Companys RP expenses were $9849 for the year

ended December 31 2008

SVB Financial Group 401k and Employee Stock Ownership Plan

The SVB Financial Group 40 1k and Employee Stock Ownership Plan ESOP collectively

referred to as the Plan is combined 401k tax-deferred savings plan and ESOP in which all

regular employees of the Bank and its affiliates are eligible to participate Employees participating in

the 401k component of the Plan may elect to have portion of their salary deferred and contributed

to the Plan up to 75% of their pre-tax compensation as defined in the Plan up to the maximum

amount allowable under federal income tax regulations The Company matches up to 5% of an

employees salary in any plan year with the Companys matching contribution vesting immediately

The Companys expense related to the 401k was $30617 for the year ended December 31 2008

Discretionary ESOP contributions based on the Parents consolidated net income are made by the

Parent to all eligible individuals employed by the Parent or its subsidiaries on the last day of the

fiscal year The Parent may elect to contribute cash or the Parents common stock in an amount not

exceeding 10% of the employees eligible compensation earned in the fiscal year The

ESOP contributions vest in equal annual increments over five years during participants first five

years of service thereafter all subsequent ESOP contributions are fully vested We did not make

any contributions to the ESOP in 2008

Employee Home Ownership Plan

The Employee Home Ownership Plan EHOP is benefit plan that provides for the issuance of

mortgage loans to eligible employees including certain employees at the Company at favorable

interest rates Eligible employees may apply for fixed-rate mortgage which is due and payable in

either five or seven years on their primary residence and is amortized over 30 year period

Applicants must qualify for loan through the normal mortgage review and approval process which

is typical of industry standards The maximum loan amount cannot be greater than 80% of the lesser

of the purchase price or the appraised value The interest rate on the note is written at the then market

rate of year 5/1 or year 7/1 mortgage loans as determined by the Bank However provided

that the applicant continues to meet all of the eligibility requirements including employment at the

Company the actual rate charged to the borrower shall be up to 2.0% below the market rate The

loan rate shall not be less than the greater of either the five year Treasury Note plus 25 basis points

for the five year loan or the average of the five and ten year Treasury Note plus 25 basis points for

the seven year loan or the monthly Applicable Federal Rate for medium term loans as published by

the Internal Revenue Service The loan rate will be fixed at the time of approval and locked in for

30 days EHOP expense is recognized when the interest charged to an employee under the EHOP is

less than the market rate of interest that would be charged for comparable loan At December 31

2008 total EHOP loans of approximately $489567 were outstanding from the Parent to employees

of the Company The Companys EHOP expense which is reflected in shareholders equity for the

year ended December 31 2008 was $8942

12 Continued



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

Share-Based Compensation

SFAS 123R requires forfeitures to be estimated at the time of grant and revised if necessary in

subsequent periods if actual forfeitures differ from initial estimates Share-based compensation

expense was recorded net of estimated forfeitures for the year ended December 31 2008 such that

expense was recorded only for those share-based awards that are expected to vest

For the year ended December 31 2008 the Company recorded net share-based compensation

expense of $27563 resulting in the recognition of $2646 in related tax benefit

Equity Incentive Plans

On May 11 2006 stockholders of the Parent approved the 2006 Equity Incentive Plan the 2006

Incentive Plan The previous 1997 Equity Incentive Plan expired in December 2006 The 2006

Incentive Plan provides for the grant of the various types of incentive awards of which the following

have been granted stock options ii restricted stock iii restricted stock units and iv other

stock awards

Subject to the provisions of Section 14 of the 2006 Incentive Plan the maximum aggregate number

of shares that may be awarded and sold by the Parent is 3000000 shares plus 1488361 shares

comprising of any shares that have been reserved but not issued under the Parents 1997 Equity

Incentive Plan as of May 11 2006 and ii any shares subject to stock options or similar awards

granted under the 1997 Equity Incentive Plan that expire or otherwise terminate without having been

exercised in full and shares issued pursuant to awards granted under the 1997 Equity Incentive Plan

that are forfeited or repurchased by the Parent No further awards will be made under the 1997

Equity Incentive Plan but it will continue to govern awards previously granted thereunder

Restricted stock awards and restricted stock units will be counted against the numerical limits of the

2006 Incentive Plan as two shares for every one share Further if shares acquired under any such

award are forfeited or repurchased by the Parent and would otherwise return to the 2006 Incentive

Plan two times the number of such forfeited or repurchased shares will return to the 2006 Incentive

Plan and will again become available for issuance

Eligible participants in the 2006 Incentive Plan include directors employees and consultants

Options granted under the 2006 Incentive Plan generally expire seven years after the grant date

Options generally become exercisable over various periods typically four years from the grant date

based on continued employment and typically vest annually Restricted stock awards generally vest

over the passage of time and require continued employment through the vesting period Restricted

stock units generally vest upon meeting certain performance-based objectives or the passage of time

or combination of both and require continued employment through the vesting period The vesting

period for restricted stock units cannot be less than three years unless they are subject to certain

performance-based objectives in which case the vesting period can be 12 months or longer

Employee Stock Purchase Plan

The Parent maintains an employee stock purchase plan ESPP under which participating employees

may annually contribute up to 10% of their gross compensation to purchase shares of our common

13 Continued



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

stock at 85% of its fair market value at either the beginning or end of each six-month offering period

whichever price is less To be eligible to participate in the ESPP an employee must among other

requirements be employed by the Company on the date of the offering and be employed customarily

for at least 20 hours per week and for at least five months per calendar year There were 292 shares

of the Parents common stock issued to Company employees under the ESPP for the year ended

December 31 2008 At December 31 2008 total of 602304 shares of the Parents common stock

were still available for future issuance under the ESPP The next purchase will be on June 30 2009

at the end of the current six-month offering period Effective January 2006 the Company began

recognizing compensation expense associated with the ESPP in accordance with SFAS 123R

Unrecognized Compensation Expense

As of December 31 2008 unrecognized share-based compensation expense for the Company was as

follows

Average

expected

recognition

Unrecognized period in

expense years

Stockoptions 5281 1.19

Restricted stock awards and units 5084 2.30

Total unrecognized share-based

compensation expense 10365

14 Continued



SVB SECURITIES

Wholly Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

Valuation Assumptions

The fair values of share-based awards for employee stock options and employee stock purchases

made under the ESPP were estimated using the Black-Scholes option pricing model The fair values

of restricted stock awards and restricted stock units were based on the Parents closing stock price on

the date of grant The following weighted average assumptions and fair values were used

2008

Equity Incentive Plan Awards

Weighted average expected term of options in years 4.2

Weighted average expected volatility of the Parents

underlying common stock 25.10%

Risk-free interest rate 3.11%

Expected dividend yield

Weighted average grant date fair

value-stock options 12.53

Weighted average grant date fair

value-restricted stock awards

and restricted stock units 48.76

ESPP

Expected term in years 0.5

Expected volatility of the Parents

underlying common stock 27.5 0%
Risk-free interest rate 2.96%

Expected dividend yield

Weighted average fair value 11.45

The expected term is based on the implied term of the stock options using lattice option-pricing

model with early exercise factors based on historical employee exercise behavior The expected

volatilities are based on blended rate consisting of historical volatility of common stock of the

Parent and expected volatility over five-year term which is an indicator of expected volatility and

future stock price trends The expected volatilities for ESPP were equal to the historical volatility for

the previous six-month periods The expected risk-free interest rates were based on the yields of U.S

Treasury Securities as reported by the Federal Reserve Bank of New York with maturities equal to

the expected terms of the employee stock options
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Whoily Owned Subsidiary of Silicon Valley Bank

Notes to Financial Statements

December 31 2008

Share-Based Payment Award Activity

The table below provides stock option information related to the 1997 Equity Incentive Plan and the

2006 Incentive Plan for the year ended December 31 2008

Weighted

average Aggregate

Weighted remaining intrinsic

average contractual value of

exercise life in-the-money

Shares price in years options

OutstandingatDecember3l2007 31619 34.16 3.38 517996

Granted 350 48.76

Exercised 5505 28.83

Forfeited

Expired

Transferred to affiliate 10764 39.33

Outstanding at December 31 2008 15700 32.77 3.32 11450

Vested and expected to vest at

December31 2008 15614 32.69 0.04 11450

Exercisable at December 31 2008 14964 32.02 3.16 11450

The aggregate intrinsic value of outstanding options shown in the table above represents the pretax

intrinsic value as of December 31 2008 This value is based on the Parents closing stock price of

$26.23 as of December 31 2008 The total intrinsic value of options exercised during the year ended

December 31 2008 was $139215 The total fair value of option grants that vested during the year

ended December 31 2008 was $40878 Cash received by the Parent from stock option exercises for

the year ended December 31 2008 was $158706 The tax benefit realized from stock options

exercised for the year ended December 31 2008 was $81271
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The following table summarizes information regarding stock options outstanding as of December 31

2008

Outstanding options Exercisable options

Weighted

average Weighted Weighted

remaining average average

contractual exercise exercise

Ranges of exercise prices Shares life in years price Shares price

17.07 17.07 1250 3.85 17.07 1250 17.07

31.24 31.24 5000 3.22 31.24 5000 31.24

31.29 31.29 5000 3.29 31.29 5000 31.29

35.54 35.54 2000 2.31 35.54 2000 35.54

41.66 41.66 1000 2.88 41.66 1000 41.66

43.49 43.49 750 3.25 43.49 563 43.49

48.15 48.15 100 5.25 48.15 25 48.15

48.76 48.76 350 9.33 48.76

53.29 53.29 250 4.26 53.29 126 53.29

17.07 53.29 15700 3.32 32.77 14964 32.02

The Parent expects to satisfy the exercise of stock options by issuing new shares registered under the

1997 Equity Incentive Plan and the 2006 Incentive Plan as applicable All future awards of stock

options and restricted stock will be issued from the 2006 Incentive Plan At December 31 2008

2952391 shares were available for future issuance under the 2006 Incentive Plan

The table below provides information for restricted stock awards and restricted stock units under the

1997 Equity Incentive Plan and 2006 Incentive Plan for the year ended December 31 2008

Weighted

average grant

Shares date fair value

Nonvested at December 31 2007 1666 49.31

Granted 75 48.76

Vested 92 46.18

Transfeired to affiliate 1444 49.66

Forfeited

Nonvested at December 31 2008 205 48.02

The total fair value of restricted stock grants that vested during the year ended December 31 2008

was $4249
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Commitments and Contingencies

Legal Matters

The Company may be subject to various pending and threatened legal actions which arise in the

normal course of business The Companys management is not aware of any such pending or

threatened litigation as of December 31 2008

Regulatory Requirements

The Company is subject to the U.S Securities and Exchange Commission SEC Uniform Net

Capital Rule 15c3-1 which requires the maintenance of minimum net capital as defined and

requires that the ratio of aggregate indebtedness to net capital both as defined shall not exceed 15 to

As of December 31 2008 the Company had net capital for regulatory purposes as defined by

SEC Uniform Net Capital Rule 15c3-1 of $25109673 which was $24979605 in excess of its

required net capital of $130068 The Companys ratio of aggregate indebtedness to net capital was

0.08 to as of December 31 2008

The Company is exempt from Rule l5c3-3 under paragraph k2ii of the Act relating to the

determination of reserve requirements because it does not maintain customer accounts or take

possession of customer securities

The Company did not receive any capital contributions in cash from the Bank or the Parent in 2008
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Schedule

SYB SECURITIES

Whoiiy Owned Subsidiary of Silicon Valley Bank

Computation of Net Capital under Rule l5c3-l

of the Securities and Exchange Commission

Year ended December 31 2008

Net capital

Total shareholders equity 29464007

Less nonallowable assets

Premises and equipment net 227981

Other assets 4126353

Net capital 25109673

Aggregate indebtedness 1951015

Computation of basic net capital requirement

Net capital required greater of $5000 or 6.6667% of aggregate indebtedness 130068

Net capital in excess of requirements 24979605

Ratio of aggregate indebtedness to net capital 8%

There were differences between the above computation and the computation included in the Companys

corresponding unaudited Form X-l7a-5 Part II filing as of December 31 2008 Therefore reconciliatior

of the two computations is as follows

As reported in

SYB Securities

Part II As reported

Form X-17A-5 Difference herein

Total shareholders equity 29410200 53807 29464007

Nonallowable assets other assets 4432082 77748 4354334

Net capital 24978118 131555 25109673

Aggregate indebtedness 2082570 131555 1951015

Net capital required 138838 130068

Net capital in excess of requirements 24839280 24979605

Ratio of aggregate indebtedness to net capital 8% 8%

Noted

The primary reason for the difference in total shareholders equity nonallowable assets other assets

and aggregate indebtedness relates to the change in the deferred tax assets associated witF

share based compensation adjustments and the adjustments booked for the change between current

and deferred taxes

See accompanying independent auditors report
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Independent Auditors Report on Internal Control

Required by SEC Rule 17a-5

The Board of Directors

SVB Securities

In planning and performing our audit of the financial statements and supplemental schedule of SVB
Securities the Company wholly owned subsidiary of Silicon Valley Bank as of and for the year ended

December 31 2008 in accordance with auditing standards generally accepted in the United States of

America we considered the Companys internal control over financial reporting internal control as

basis for designing our auditing procedures for the purpose of expressing our opinion on the fmancial

statements but not for the purpose of expressing an opinion on the effectiveness of the Companys internal

control Accordingly we do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including consideration of control

activities for safeguarding securities This study included tests of such practices and procedures that we

considered relevant to the objectives stated in Rule 7a-5g in making the periodic computations of

aggregate indebtedness or aggregate debits and net capital under Rule 7a-3al and for determining

compliance with the exemptive provisions of Rule 5c3-3 Because the Company does not carry securities

accounts for customers or perform custodial functions relating to customer securities we did not review the

practices and procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and recordation of

differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of Federal

Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraph In fulfilling this responsibility estimates

and judgments by management are required to assess the expected benefits and related costs of controls

and of the practices and procedures referred to in the preceding paragraph and to assess whether those

practices and procedures can be expected to achieve the SECs above-mentioned objectives Two of the

objectives of internal control and the practices and procedures are to provide management with reasonable

but not absolute assurance that assets for which the Company has responsibility are safeguarded against

loss from unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial statements in

conformity with U.S generally accepted accounting principles Rule 17a-5g lists additional objectives of

the practices and procedures listed in the preceding paragraph
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Because of inherent limitations in internal control and the practices and procedures referred to above error

or fraud may occur and not be detected Also projection of any evaluation of them to future periods is

subject to the risk that they may become inadequate because of changes in conditions or that the

effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect and correct misstatements on timely basis significant deficiency is deficiency or combination

of deficiencies in internal control that is less severe than material weakness yet important enough to

merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the entitys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identif all deficiencies in internal control that might be material

weaknesses We did not identif any deficiencies in internal control and control activities for safeguarding

securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the

Securities Exchange Act of 1934 and related regulations and that practices and procedures that do not

accomplish such objectives in all material respects indicate material inadequacy for such purposes Based

on this understanding and on our study we believe that the Companys practices and procedures as

described in the second paragraph of this report were adequate at December 31 2008 to meet the SECs

objectives

This report is intended solely for the information and use of the Board of Directors management the SEC
Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule 7a-5g under

the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers and is not

intended to be and should not be used by anyone other than these specified parties

LLP

San Francisco California

February 23 2009
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